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20 Msirch 1956 



MEMORANDUM FOR; Deputy Director/intelligence 

SUBJECT: Comments by the Secretary of the Treasury 

on Bloc Economic Activities in Free World 
Areas 


1. Attached please find two copies of a memorandum 
from Secretary Humphrey to Mr. Dodge commenting on recent 
papers concerning Bloc economic activities in Free World 
areas . 


2. Mr. Dodge requested that the attached paper be 
called to the attention of Mr. Dulles and Mr. Amory. 


/ 


25X1 


Attachment (2) 

As noted above. 


SECRET 
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Subjaeti Notes on '*Th® Nature and Problews of Soviet Sconomlo 
Penetration in OnderdoTeloped Areas.® 

fhe atsiaorandum gi^ee a corapreiiensiTe sunrBy of the aovlet economic 
thoreat. Om important question which aay be raised Is whether it does 
not tend to relate Soviet Qovernaent activities to U, S* Oovernmeat 
activities and not deal with -Uie area of private trade and investi^nt, 
whore the great strength of the United States and the rest of the free 
world lies. It seems to match Soviet trade against Uni^ States 
Government aid. 

The Soviet offensive clearly creates real problems for usj but, if 
we are going to deal with it intelligently, we must keep it in perspec- 
tive. In the first place, we ought to look at the total trade of the 
Bloc with the less developed countries and compwe it with the total 
trade and investment of the United States and the other free world nations. 
Obviously, peaceful trade can take place between the Bloc and the less 
developed areas with economic advantage to both. Until recently, tM 
Soviets have been pursuing a policy of economic autarchy and the Bloc 
share of free world trade has been -rory small — only about 2-1/2 pereent . 
It now appears that this policy is being relaxed. "Aether the move is 
being made primarily for political reasons or economic reasons, or both, 
we will be in a very difficult position in trying to prevent free world 
countries from going ahead with trade which is economically advantageous 
to thaa. About the only way this could be done would be through unlimited 
governMint preemptive buying, and this is clearly out of tee question . 


. :?i i 
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In amj the Preirildent has said publicly at Qeneva Uiat an 

sion of trad© irith the Bloc in non-s-l^ategto goods is such to b© desired. 
We can*t very well promote such trade for ouraelTea and for Western 
Europe but try to stop it for the unden^eweloped areas. 

We need to remeiiiber that the Soviets work on a state trading 
system. Soviet Government negotiators do deal with private fixits in 
scfflie cases but vihere the government of the other country is willing, 
they usually deal on a govem®ent-to-gov»mment basis. This mean© tMt 
they can wrap up the entire trade, covering a period of some years, in 
a single package* If it is an attractive paekaMje, which it may well 
appear to be, the Soviet Oovsmment eim get a propaganda advantage out 
of the deal in many ways. One is to match what tlw Soviet Govern- 
ment is doing with what Western OovernKents are doing and dmn an analogy 
between Soviet barter trade deals and United States eeoaoaic assistame . 
Such comparisons are, of course, quite erroneous j not only because the 
Soviets are offering nothing comparable (except possibly in the technical 
assistance field) to Gutted States grant aid, "soft'' loans through ICA, 
or PL Wo sales, but also because they represent an attest to compare 
the whole trade of the country with the activities of the Cnlted States 
Government, This is difficult to deal with, especially in the initial 
etages ^dten there is no test of Soviet perfoimnce* 

It is important to understand also that the terms of Soviet trade 
offers may be highly deceptive. It is not easy to draw an accurate ca- 
parison with Wsstem trad© or with the public financing which is done by 
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the United States OoTernraant* The intejeist rate attaching to Soiriet 
credit offers m&j be the least important element in the transaction 
with the relative prices ij^lled in th® barter terms being much more 
important# A cut-rate or discount level of interest charges is not 
advantageous if the purchase price is above the level at ^ich eompeti- 
tiv® goods could be obtained in free world markets, farthenaore, the 
Soviet offers to accept payment for credits in local currencies do not 
appear to be comparable to the local eurrenoy provisions of United States 
loans and EL ^SO sales* Acceptance of local currencies is the nor mal 
practice in bilatoral ttading but these currencies can be used to buy 
goods for export* The United States Government, in its local currency 
arrangeisents, has generally agreed to use the greater part of the local 
currencies for the benefit of the country Involved# In appraising the 
credits offered by the Soviet Bloc we need to relate Soviet state credits 
to the total volume of credits provided by Ihe free world through private 
coniaerclal credits and long-term private investiaentsj as well as through 
goveriwient loans, life must avoid a direct coiaparison between Soviet state 
trade and the foreign economic operations of governments in a free enter- 
prise system* 

Over the longer term the disadvantages of the Soviet technique 
should bseoB© more apparent# For one thing, in governaent-to-goveinmeat 
trading under bilateral trade agreements there has historically been a 
tendency toward over-pricing of merchandise on both sides. For another, 
under bilateral trade agreements there ha» to be a balance of trade both 
ways or me country does not get paid*. In order to balance trade a 
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country jaay have to accept good® >diich it does not parttcularly need 
or which might be available from other sources on more favorable tera^« 
There Is even a possibility that gpsods accepted in bilateral trade 
arrang(K«ents may be resold elsewhere with unfortunate effects upon the 
free world trade of the country involved# (this appears to have already 
happened in the case of Soviet purchases of cotton from Egypt# W# 
understand Egypt has protested to the Soviet about duigping Egyptian 
cotton on Western European markets#) Additionally, heavy reliance on 
bilateral trade deals leaves a country vulnerable to the danger of an 
abrupt loss of markets or source of supply through termination or 
failure to renew an agrewsent# 

The frreat dangers in a growth of East-West trade do not arl^ out 
of the mere exchange of peaceful goods but out of the likelihood that 
the Bloc will use such trade and Inereaeed contacts as a vehicle for 
propaganda, subversion and poUtioal pressure in those areas which are 
not alive to the Communist menace and idiich suffer from political 
instability* To date much of our effort In the underdeveloped areas 
has gone to develop military forces with the objective of deterring 
external aggression# It may well be that In the period ahead we should 
place relatively greater stress on police-type foKjes and covsrt activities 
designed to counter subversive acHvlties. 

the Krasident in his press conference of March 7, 1956, put the 
Soviet trade problem in proper perspective as follows* 
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really believe the United States as a idiole, and 
specifically its Congress and its Exsoutire departments, 
iKUSt study this matter very, very carefully, so that we 
don*t get into a position of just responding to apeoious 
promises of the other side, and throwing our substance 
all over the world but, at the same time, have a logical 
solidly followed program that our friends can believe in«” 
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